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Dear Indiana Citizens:

Once again, it is my pleasure to present you with our semi-annual Report to Indiana Citizens on the State’ s Finances.
December 31, 2003 marked the halfway point for Indiana government’s 2004 fiscal year. This Report provides you with
critical State fiscal datain an easy to understand format. Some of the conclusions one might draw from this information

are asfollows;

For the third year in arow, we have a negative balance in the General Fund and Property Tax Replacement Fund
Surplus at the mid-point of the State fiscal year, as shown on page 2. Thisisthe “checking account” used to run day
to day government operations. At first glance, the June and December 2003 Surpluses appear dightly higher than
the prior year’s. However, as we note in our commentary, when payment delays and annual cash transfers are taken
into account, the State’ s balances are actually lower than they were one year ago.

Over the past three and one-half fiscal years, we have seen State government’s cash and investment baances fall by
over 60%, leaving Indiana government with less and less money to cover shortfalls and placing the State’ s ultimate
ability, and responsibility, to pay its bills in a precarious position.

Over the past two fiscal years, the State has witnessed an increase in personal service expenditures (salaries, benefits,
and some contracts) of nearly $100 million, or over 5.5% (page 4). These increases accompanied a decrease in the
number of full-time State employees and a State Retirement |ncentive Program that was supposed to result in
decreased costs to the State.

The funding of Indiana government has become more dependent upon Riverboat Wagering Taxes. The “Big Three’
— Sales Taxes, Individual Income Taxes, and Corporate Income Taxes— are now the “Big Four” with the addition of
Riverboat Wagering Taxes as a mgjor funding source for Indiana government’s $22.8 billion biennia budget.

Our government leaders need the input of awell-informed public to get Indiana government finances back on the right
track. | hope this publication helps Hoosiers better understand the true state of Indiana government’s finances. Please e-
mail your questions or comments to comments@audlan.state.in.us, or call (317) 232-3300. This Report along with other

valuable information is also available on our website at www.in.gov/auditor.

Sincerdly,
Connie Nass
Auditor of State
Cash and Investment Balances (all funds) as of December 31, 2003
Mon-
Surplus Surplus
Accounts Accounts Total
General Fund Cash and Investments §(1,376,366,830) % ©581,510,132 § (494 556 597
Rainy Day Fund 265 610,309 255 k10 309
Total General Fund Cash and Investments (1,120,756 520) 881,810,132 (238 246 388)
Mon General Fund Cash and Investments 1,869 708 709 1,869,708 709
Property Tax Replacement Fund 509,827 774 509,827 774
Tatal Mon General Fund Cash and Irvestrments 509,827 774 1,869 708,709 2,379 536 483
Grand Total All Funds Cash and Investments § (510,528,746) %2751 515841 52,140,590 095
200 W. WASHINGTON STREET STATE HOUSE ROOM 240 INDIANAPOLIS, IN 46204-2793



General Fund and Property Tax Replacement Fund Surplus (* Surplus’)

‘Indiana's “General Fund and Property Tax Replacement Fund Surplus’ (*Surplus’) is the State's checking

account, supporting the day to day operations of State government. The Surplus includes the Property Tax
Replacement Fund, the Reserve for Tuition Support, the Rainy Day Fund, and the accounts that revert to
the General Fund at the end of the fiscal year. By law the Surplus must be no less than zero on June 30.

The graph at the bottom of this page shows the Surplus on December 31, the mid-point of each fiscal year,
and June 30, the end of each fiscal year, for December 1998 through December 2003. The Surplus has
decreased from a high of $1.991 billion on June 30, 1999 to a low of $522.0 million on June 30, 2002 .
The Surplus increased dightly by June 30, 2003 to $689.7 million. The December 31, 2003 Surplusisa
negative $622.2 million. For thethird year in a row the State has had a negative Surpluson
December 31.

The December 31 deficits are caused in part by July cash transfers to certain nonreverting accounts and
funds outside the General Fund. These transfers are made at the beginning of each fiscal year to cover the
year’s anticipated expenses. The transfers, which are authorized by the biennia budget bill, cover items
such as the State match for the Federal Medicaid program, and were $850 million on December 31, 2002
and $579 million on December 31, 2003. Taking these transfersinto account, the December 31, 2003,
Sur plus was actually $93 million lower than the December 31, 2002, Surplus.

The June 30, 2002 and 2003 Surplus balances are positive in part because of payment delays to schools for
tuition support and to counties for the property tax replacement and homestead credits. The payment
delays totaled $373.7 million on June 30, 2002 and $661.9 million on June 30, 2003. As with the
December 31 transfers, taking into account the payment delays, the June 30, 2003 Surplusis $120.5
million less than the June 30, 2002 Sur plus.

We ther efor e see the continuation of the downward trend in our state government'sfinances. The
month to month Sur plus remains negative throughout most of the fiscal year and the constitutional
requirement of a balanced budget is still only met through significant payment delaysto our schools
and local gover nments.

General and Property Tax Replacement Fund Surplus
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FY 1999 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004

o December 31st $1.402.8 $919.3 $384.0 ($327.8) ($800.6) ($622.2)
m.June 30th $1,990.8 $1.637.4 $908.7 $522.0 $689.7
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Cash and Investment Balances (all funds)

State of Indiana
Cash and Investment Balances By Fiscal Year
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The graph above shows the decline in the State’' s cash and investment balances for al funds from July 1997
(FY 98) through December 2003 (FY 04). The balance was $9.65 billionin July 1997 (FY 98) and roseto a
high of $11.86 billion in April 1999 (FY 99). By December 31, 2003 (FY 04) the cash and investment
balance had decreased to $2.14 billion. The decrease of $3.68 billion in May 1999 (FY 99) and $3.26
billion in June 2000 (FY 00) resulted from the Teachers' Retirement Fund and the Public Employees
Retirement Fund becoming entities independent of State government.

State of Indiana Cash and Investment Balances
For Fiduciary and Other Fund Types
By Fiscal Year (FY)

Other Fund Types m Fiduciary Balances

Thisgraph showsthat not all cash and investments are available to fund the day to day oper ations of
State government. Fiduciary funds (shown in red), which the State holds in trust for the benefit of others,
by law are restricted and may not be used for the State government’ s general operations. The graph shows
fiscal year end (June 30) cash and investment balances for FY 92 through FY 03 as well as the December
31, 2003 (FY 04) balance. Only the cash and investments represented by the blue portion of the graph
could be made available to cover negative cash balances in the General Fund and Property Tax
Replacement Fund.
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Thetotal cash and investment balances have declined by 60.14%, from $5.37 billion on June 30, 2000
down to $2.14 billion on December 31, 2003. The non-fiduciary fund balances reached a high of
$5.65 billion on Jun 30, 1998 and are down to a low of $1.75 billion as of December 31, 2003. If this
trend continues, the state's ability to pay its day to day obligations will be compromised.
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Revenues and Expenditures of the Primary Government FY 2003
(GAAP Basisof Accounting)

Wher e the money comes from:

FY 2003 Primary Government
Governmental Activities' Revenues
Capital Grants and
Caontributions
0.1%

Investment Earnings
0.3%

Other Revenues
0.6%

Operating Grants and
Contributions
34.8%

Other Taxes (includes Charges for Services
Corporate Income Tax and 6.3%
Riverboat Wagering Tax)
12.8%

Sales Tax
22.0%

Income Tax
23.1%

Taxes account for almost 60% of Indianas revenues, of which 75% comes from individual income tax and
salestax. The State sales tax increased 20%, from 5% to 6%, effective December 1, 2002. Operating

grants represent more than one-third of Indiana’s revenues, the biggest component of which is Federal
grants received for specific purposes.

Wherethe money is spent:

FY 2003 Primary Government
Gavernmental Activities' Expenditures

Health

Conservation, culture, and
; ! 1.7%

development

Interest expense
2.5%

0.4%

Public safety
6.2%

Welfare

. 341%
Transportation

6.7%

General government
15.9%

Education
32.8%

The largest portion of the State's expenses (34.1%) is Welfare, which includes $4.1 billion spent for
Medicaid assistance. Approximately 2/3 of this expense is funded through operating grants (largely
federal), with the remainder funded by general revenues. Education, which makes up 55.7% of the
General Fund budget, comprises 32.5%, or $6.2 billion, of the State's total expenses and is funded mostly
from general revenues. Education expenses are composed of tuition support, transportation, and the ADA
(average daily attendance) flat grant distribution.




General and Property Tax Replacement Fund Revenue Trends (Cash Basis)
A Detailed Analysis of the Four Primary Revenue Sour ces

The General Fund and Property Tax Replacement Fund receive revenue from sales tax, individua income
tax, corporate income tax, riverboat wagering tax, and 8% from various other revenue sources. During
fiscal year 2003, the revenue mix was changed by the General Assembly, increasing the sales tax
percentage and authorizing the deposit of riverboat wagering tax into the funds. In fiscal years 2000
through 2002, sales, individual, and corporate taxes remained stable, accounting for approximately 92% of
the revenues. By December 31, 2003 that percentage had decreased to 86.9%. Riverboat taxes are now a
major component of the State’s $22.8 billion biennial budget.

General and Property Tax Replacement Fund Revenue Percentage by Type

100%
90%

The State’sbudget is
prepared based on
revenue for ecasts.
Therefore, deficitsare
greater when actual
revenues fall below the
forecast amount.
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FY 2000 FY 2001 FY 2002 FY 2003 F”S;OHSI FY

B Other Revenue 82% §.0% 8.0% 91% 55%

O Riverboat WWagering Tax 4 4% 4 E%

O Corporate Income Tax 10.8% 9.4% 81% T 4% £ 8%

B Individual Income Tax 41.1% 41.8% 40.7% 36 9% 35 2%

B Sales Tax 39.9% A0.8% 42 2% A2 2% A6 5%

Sales Tax Sales Tax
(Doallars in Millions)

In the first half of fiscal year 2004, sales taxes FY 2000  FY¥ 2001  FY 2002  FY 2003  FY 2004
Property Tax Rep|acement Fund revenue (Genera| 2nd Cluarter 8771 895 3 9423 9456 1,152.0
Fund revenue). For the first half of FY 04, salestax ard Cuarter 569 8701 9333 10117 -
receipts were $400.4 million (20.8%) higher than the 4th Cuarter 909.3 9246 9327 11364 -
previousyear. Theincreaseislargely dueto the Total JE51.4 | 3R89 3614 ANVEZE | 23248

20% increasein thetax ratefrom 5% to 6% that
became effective December 1, 2002. However,
receipts were still $91.5 million (3.8%) below the
target that was set April 10, 2003 by the Economic
Forecast Committee.
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General and Property Tax Replacement Fund Revenue Trends (Cash Basis)
A Detailed Analysisof the Four Primary Revenue Sour ces (Continued)

Individual Income Tax

Individual income taxes accounted for 35.2% of General
Fund revenue in the first half of FY 04. First half FY 04
revenue was $61.2 million (3.6%) above the amount
collected for the same period in FY 03 but was $25.9 million
(1.5%) below the revenue target prepared April 10, 2003 by
the Economic Forecast Committee. Individual income tax
revenue, which had been decreasing monthly on a year to
year basis, began an upward trend starting in August of
2002. In the previous 25 months, July 2000 through July
2002, the 12 month average revenue had declined by an
average of three tenths of a percent per month. Since August
2002 the 12 month average revenue has averaged athree
tenths of a percent increase per month with adeclinein only
five of those 17 months.

Corporate Income Tax

Corporateincome tax revenue continuesto decline and for
thefirst six months of FY 04 accounted for only 4.8% of
the General Fund revenue compared to 10.8% in FY 00.
During the first six months of FY 04, each month’s revenue
has been lower than the same month in the previous year. The
first six months' revenue of $240.0 million was $32.8 million
(12.0%) below the $272.8 million revenue for the first six
months of FY 03, and $114.3 million (32.3%) below the
$354.3 million revenue for the first six months of FY 02. The
revenue for the first six months of FY 04 was $12 million
(4.8%) below the $252 million revenue target prepared by the
Economic Forecast Committee on April 10, 2003. The
change in the twelve month moving aver age of corporate
income tax revenue has been positive only 13 timesin the
42 monthsthat began July, 2001.

Riverboat Wagering Tax

Riverboat wagering tax accounted for 4.6 % of the
General Fund revenuein thefirst half of FY 04 compared
tononein FY 00. Priorto FY 03 the State’' s share of the
riverboat wagering tax was deposited into the Build Indiana
Fund. Starting with FY 03 the State’ s share of the riverboat
wagering tax is deposited into the Property Tax Replacement
Fund. At the end of each fiscal year beginning with FY 03,
funds are to be transferred to the Build Indiana Fund to bring
its revenue total to $250 million. In FY 03, $136,209,071 was
transferred. The State’ s share of riverboat wagering tax for
fiscal years 2000 - 2004 was as follows:

FY 2000 $246,114,118

FY 2001 $260,193,774

FY 2002 $285,139,922

FY 2003 $430,886,629

FY 2004 (first half) $228,637,277

Individual Income Tax
(Dollars in Millions)

FY 2000 FY 2001 FY 2002 FY 2003  FY 2004
15t Quarter 9015 926 860.2 884.7 a04.0
2nd Quarter 7454 7B2.1 770.8 7997 841.6
3rd Quarter 506.5 859.3 7937 532.8
Ath CQuarter 11998 12458 11161 11271
Total 37533 37798 35408 36443 17456

Individual Income Tax Collections
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Corporate Income Tax
(Dollars in Millions)
FY 2000 FY2001 FY 2002 FY2003 FYy 2004

15t Quarter 204 205k 1898 1323 1142
2nd Cuarter 1997 157.9 1645 1405 1258
3rd Quarter 108.6 ai 442 a0.2 -
4th Quarter 45bB 3861 3105 4061 -
Total g3 mhoad 7094 75T 2400

Corporate Income Tax Collections
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Riverboat YWagering Tax
(Dollars in Millions)

Prior to fiscal year 2003 | L2003 EY 2004
Tst Quarter | riverboat wagering taxes 49.4 114.0
2nd Quarter | were not deposited into ok.2 114.6
drd Cluarter [ the General and Property 118.3
4th Quarter | Tax Replacement Funds. 176.9
Total 4308 2286
Riverboat Wagering Tax

4 o,00 | Priortofiscal year 2003

2 50 riverboat wagering taxes

E were not deposited into the

5 %1% 1 General and Property Tax

5 %0 1 Replacement Funds.

E $0
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